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The overriding reason for the existence of tax expenditure lies in distortions of the market, to promote specific investment or consumption, to manage appropriate fiscal policies and for redistributive effects. Care must be taken to ensure their use is effective, stable and simple (Commission on Taxation, 2009). In contrast, there may also be undesirable effects of tax expenditure. Promoting specific actions through tax incentives (and hence increasing tax expenditure) can lead to the tax system becoming instable and complex (Toder, 2005) and economically inefficient (Surrey and McDaniel, 1985) . This increases tax compliance costs, which can have a series of negative impacts, including the inefficient use of resources. Some tax expenditure could be replaced by direct transfers from the budget and is therefore only an alternative for the same objective of a specific policy. The definition of tax benefits for specific groups must include close attention to the frequently regressive nature of tax expenditure, which means that tax incentives usually have greater positive effects for those with higher incomes (Huang and Shaw, 2009 ).
Tax expenditure analyses have been an important element in the supervision of reform processes linked to implementing different kinds of tax incentive and for managing a correct tax policy (Surrey, 1973) . The first reports on tax expenditure analyses were published in the 1960s in Germany and the United States, followed later by analyses in other developed countries (Commission on Taxation, 2009). Countries differ in the number of tax allowances they offer, as well as their amount and form. Tax expenditure in the US for the 2007 income tax were estimated at USD 760.5 billion, while tax expenditure for companies was estimated at USD 105 billion for 2008 (Huang and Shaw, 2009 ). An extrapolation from 2011 data offers an estimate of tax expenditure for income tax in the United States for 2012 to 2016 at USD 4749.6 billion (Poterba, 2011) . In Belgium tax expenditure for 2011 income tax was evaluated at EUR 19.4 billion, while a negative tax expenditure of EUR 15 billion was actually recorded because of the economic crisis, although a year before it had stood at EUR 22.8 billion (Chambre des Representants de Belgique, 2011). A broad review of tax expenditure from selected OECD articles indicates that they are relatively high. In the UK tax expenditure for income tax was assessed at 8.3% of GDP in 2006-2007, while in Sweden it was assessed at 10% of collected tax revenues across a range of tax policies. In the Netherlands in 2006 they stood at 1.1% of GDP for income tax, with the highest being those relating to business, with total tax expenditure assessed at 2% of GDP, while in Germany it was 0.74% of GDP (OECD, 2010) . Bratić and Urban (2006) assessed the loss to the Croatian budget due to corporate income tax allowances at 481.3 million kuna (EUR 64.2 million) in 2004, and at 3.7 billion kuna (EUR 0.494 million) for personal income tax, just for the national budget. It must be remembered that different countries use different methodologies and approaches in assessing tax expenditure, but that also reflects their significance and makes them an important element in decision-making on further tax measures.
The purpose of this paper is to assess tax expenditure in Slovenia for two taxes on income, personal income tax and corporate income tax. The paper first presents the reform process with an emphasis on the tax allowances for these two taxes, followed by an analysis of the use of tax allowances for both taxes over the selected period and evaluated amounts for them.
Reform Processes in Slovenia linked to Tax Allowances on Income Taxes

Personal income tax
Personal income tax in Slovenia applies to an individual's income, of which there are six categories:
 income from employment (salary, incentives, income earned under contracts for temporary work, pensions and other receipts)  income from self-employment  income from agriculture and forest businesses (cadastral income of farmland and woodland)  income from lending property and delivery of property rights  income from capital  other income (i.e. gifts).
Each individual is treated as a separate taxpayer. The tax year is the calendar year.
Advance tax payments are made during the tax year. Those paying taxable income are required to calculate and pay an advance tax payment for the taxpayer. All allowances, expect pension-related, reduce the tax base, while the pension-related allowance reduces the tax obligation (tax credit). Throughout the reform process, changes largely only occurred to the level of allowances, with a few rare exceptions that were introduced and later abolished. Permanent examples of allowances include the allowance for employment of people with disabilities and the allowance for grants, and since the introduction of the three-pillar pension system, the allowance for pension saving by employees in the second pillar (pension schemes). Practically throughout, the system has also had an allowance for investments, though its content has changed (i.e. which investments are permitted) as well as its level. In 2007 a further limit on the level of the allowance was added. For a brief period that allowance was also cancelled, however it was reintroduced with retroactive application, so it was effectively applicable In 2010 taxpayers could benefit from the following allowances:
 allowance of 40% for investment in internal research and development and for purchase of research and development services. For taxpayers who are self-employed in lessdeveloped areas of the country, the allowance may increase to 50 or 60%.
 allowance of 70 or 100% for profit paid to employees.
 allowance for employment of disabled people: 50% to 70% (if involving person with 100% disability or deaf) of disabled persons' salary.
 employment allowance: 45% of salary of new employees aged under 26 or over 55 and registered unemployed for at least 6 months.
 allowance for practical work as part of professional education: amount of payment or a maximum of 20% of average monthly salary in Slovenia for each month of an individual's practical work in professional education.
 allowance for voluntary supplementary pension insurance: taxpayer financing a collective insurance pension plan.
 investment allowance: 30% of investment in equipment or intangible assets (including buses with a EURO IV engine and freight vehicles with a EURO V engine), to a maximum of EUR 30.000.
 0.3% of taxed income for grants for humanitarian, charity, academic, educational sport, cultural, ecological and religious purposes and 0.2% of tax income for the taxpayers accounting period for amounts paid in cash and in kind for cultural purposes and for similar payments to voluntary organisations founded to protect against natural and other disasters and operating in the public interest, if these societies are located in Slovenia or an EU member state, except for payments to the business units of entities with EU member state residence that are located outside EU member states. The taxpayer may reduce the tax base by the allowance amount over the following three accounting periods, if a grant is over 0.2% of the taxed income.
 allowances for regional support to the Pomurje region. These two allowances are temporary and apply to the period 2010-2015:
 Employment allowance of 70% of employment costs for a person employed for at least one year.
 Investment allowance of 70% of the invested sum for new investments in equipment and intangible assets. The tax rate, which has changed over the observed period, also plays an important role in the level of corporate income tax expenditure. In 2008 the tax rate for corporate income tax was 22%, while in 2009 it was 21% and 20% from 2010 onwards.
Tax Expenditure Analysis for Slovenia
Methodology
The value of tax expenditure in Slovenia for income tax was calculated on the basis of a number of assumptions. The calculation includes allowances only, and not standardised expenses. For several forms of income, Slovenian legislation has a provision for part of that income not being taxed by recognising standardised expenses for acquisition of that income.
Standardised expenses of 10% are recognised on all contract income (work contracts, copyright fees if not derived from employment, student work), while taxpayers can only claim higher expenses if evidenced by appropriate documentation. Up to 40% expenses can be recognised for rent, and under certain conditions the self-employed may claim standardised expenses up to 25% of their income (but not more than EUR 25 000), and as much as 70% for a specific group. Since most taxable income derives from salary or pay and pensions, these amounts are relatively high, since in 2009 they reached over EUR 152 000. available at the time of writing. A problem that occurs in evaluating tax expenditure is that taxpayer data is confidential. A precise calculation of tax expenditure would require data on each taxpayer's tax base, the amount of allowances claimed, and the effective tax rate at which their tax base is taxed. Of course, this data is not accessible, therefore the evaluation of tax expenditure for income tax was calculated by first determining for each tax bracket the difference between the tax base before allowances are claimed (Tax Base I) and the base after allowances are claimed (Tax Base II). Tax Base II was then compared to the income tax collected in order to define the effective tax rate for an individual tax bracket. The tax expenditure was evaluated separately for each tax bracket using the product of the difference between the two bases (II and I) and the effective tax rate. Since the pension allowance reduces tax, the entire sum of allowances claimed within an individual tax bracket was added to that product. This produced the evaluated tax expenditure for personal income tax.
It was simpler to evaluate corporate income tax expenditure, since all allowances reduce the base, and the tax rate is proportional. Again in this case, the full data on individual taxpayers was not accessible, however aggregate figures for individual tax allowances in an individual were available. The sum of all allowances that reduce the base were multiplied by the relevant tax rate to produce an evaluation of the tax expenditure for that tax. In that case, three successive years were selected, since the types and level of allowance did not change significantly during the period before that. Over the period studied, the tax rate changed which had a major influence on the level of tax expenditure.
Research results on income tax
The breakdown of claimed allowances reveals the predominance of the general allowance, which is available to all taxpayers (except dependent family members, i.e. students who have decided to submit an independent income tax return). The general allowance represented over 90% of the allowance total in 2006, and over 96% in 2008 and 2009, when non-standard allowances were cancelled. The allowance for temporary student work was also significant, while all other allowances together constituted less than 1% of the total. As indicated in Table 3 , the claimed allowance total increased compared to 2006 in the later observed tax years, which is largely the consequence of an increased general allowance and additional general allowances for people on low incomes. According to the methodology set out in the preceding sub-chapter, the amount of tax expenditure was evaluated and was highest in 2008 when residents' income was higher, since at that time Slovenia had yet to experience the consequences of the economic and financial crisis, which were subsequently seen in the returns for 2009 as unemployment began to increase. This provides a relatively low value for tax expenditure, as it does not cover 0.5% of collected income tax. The reason for, in part, is that it involves tax allowances or relief that reduces the tax base, while a second reason is that the taxpayer structure in Slovenia in such that the majority fall within the first income tax bracket, where the tax expenditure total is highest. Allowances therefore contribute to the redistributive function. The calculation of tax expenditure for corporate income tax was also estimated using aggregated data for that tax. Table 4 gives a breakdown of tax allowances claimed compared to the total value of allowances, and tax expenditure with regard to the appropriate tax rate in each tax year. The investment allowance was the largest allowance by value. An increase in the R&D allowance was observed in 2010. New allowances also contributed to an increase in allowance value in 2010. Nevertheless, the effects of the economic crisis started to be seen that year, with a reduction in the value of allowances for employment, grants and pension insurance being observed. The total value of allowances for each year was approximately EUR 1 billion. Despite the increase in some allowances, the total value did not rise in 2009
and 2010, a result of course of the poorer business performance in those years. This led to a decrease in tax expenditure, despite the fact that the tax rate was reduced by one percentage point each year. The fact that the total tax expenditure and total allowance value reflects poorer economic performance is supported by the calculation of the ratio of tax expenditure to 
Conclusion
In Slovenia neither the Ministry of Finance nor the Tax Administration calculate tax expenditure for specific taxes. In most cases of changes to legislation, only estimates of the reduction or increase in inflows to the budget the amendments will case are calculated. This analysis of tax allowances and tax expenditure is therefore the first evaluation of its kind in Slovenia. Only limited, largely aggregated personal and corporate income tax data was available, which was the main limitation of this study. However, the estimated value is probably a good approximation of the actual figure and suitable for large-grain international comparisons, for analysing income redistribution from personal income tax in particular, analysing the importance of specific allowances for both taxes, as well as offering adequate data for managing appropriate tax policy.
The study found that tax expenditure for personal income tax was relatively low compared to the collected tax, and practically negligible as a percentage of GDP, while the relative proportion of tax expenditure for corporate income tax fell, largely as a consequence of the economic crisis.
